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ACTION NEA- 10 

INFO OCT-01 ISO-OO SP-02 USIA-15 AID-05 EB-07 NSC-05 

CIEP-02 TRSE-00 SS-15 STR-04 OMB-01 CEA-01 CIAE-00 

COME-OO FRB-01 INR-07 NSAE-00 XMB-04 OPIC-06 LAB-04 

SIL-01 L-03 H-02 PA-02 PRS-01 AGR-10 NEAE-00 /109W 

070524 

P R 291217Z APR 76 
FM AMEMBASSY NEW DELHI 
TO SECSTATE WASHDC PRIORITY 5612 
INFO AMCONSUL BOMBAY 
AMCONSUL CALCUTTA 
AMCONSUL MADRAS 

UNCLAS SECTION 1 OF 2 NEW DELHI 6268 

E.O. 11652: N/A 
TAGS: BEXP CERPIN 

SUBJECT: TRADE AND INVESTMENT OUTLOOK ARTICLE 
REF: A) CERP 0006, B) NEW DETHI 5446 (1975) 

THERE FOLLOWS THE ANNUAL TRADE AND INVESTMENT OUTLOOK ARTICLE DRAFTED 
BYTHE COMMERCIAL ATTACHE, PAUL V. RAY, JR. 

INDIA COMING TO TERMS WITH ECONOMIC REALITIES. 

1 . THE OVERALL ECONOMIC SITUATION IN INDIA HAS IMPROVED SIGNIFICANTLY 
OVER THE PAST YEAR DUE TO GOOD MONSOONS. IN ADDITION TO A RECORD 
FOODGRAIN HARVESTOF 109-11 1 MILLION METRIC TONS, THE INDUSTRIAL 
SECTOR CAN NOW LOOK FORWARD TO A MUCH GREATER AVAILABILITY OF SUCH 
INPUTS AS ELECTIC POWER, AGRICULTURAL AW MATERIALS COAL.STEEL AND 
CEMENT. LABOR PEACE, ALSO A NECESSITY FOR THE GROWTH OF INDUSTRIAL PRO- 
DUCTION, APPEARS TO HAVE BEEN SUCCESSFULLY ACHIEVED. 

2. IN 1974 THE GNP GROWTH RATE DIPPED TO LESS THAN 1 PECENT, PRIMARILY 
AS A RESULT OF POOR MONSOONS, AN ANTI INFLATIONARYPOLICY THAT STIFLED 
INDUSTRIAL PRODUCUIB, AND OPEC-GENERATEED OIL PRICE HIKES.THE GROWTH 
RATEIN 1975, HOWEVER, ROSE APPROXIMATELY 5 PERCENT, AND IS EXPECTED TO 
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REMAINNEAR THISLEVEL IN 1976. INDUSTRIAL PRODUCTION WAS UP 3.9 PERCEN 
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IN 1975, AS COMPARED TO A SLUGGISH 0.2 PERCENT THE PREVIOUS YEAR, 

AND IS EXPECTED TO REACH 4-6 PERCENT IN 1976. THROUGH A SERIES OF 
TOUGH FISCAL MEASURES, THE GOVERNMENT SUCCESSFULLY CONTAINED THE 
27 PERCENT ANNUAL INFLATION RATE IN 1974, TO AN IMPRESSIVE 
ANNUAL AVERAGE OF 1.4 PECENT IN 1975. 

3. INDIA'S TOTAL IMPORT BILL FOR 1975 APPROXIMATED DOLS6.1 BILLION 
OF WHICH 75 PERCENT COVERED THE COSTS OF SUCH CRITICAL IMPORT 
REQUIREMENTS AS PETROLEUM, FERTILIZERS/CHEMICALS, FOODGRAINS ANDINDUS 
TRIAL MACHINERY AND EQUIPMENT. EXPORT EARNINGS DURING THIS 

SAME PERIOD, ON THE OTHER HAND, CAME TO ALMOST DOLS4. BILLION -LEAVIN 
G A TRADE DEFICITOF DOLS1.7 BILLION. DUE PIMARILY TO 

REMITT ANCIESFROM INDIANS ABROADTHROUGH LEGAL CHANNELS AND INCREASED 
EXERNAL ASSISTANCE FLOWS, THE GOVERNMENT HAS STILL MANAGED TO 
MAINTAIN A PROFIT ABLEMARGIN INFOREIGN EXCHANGE RESERVES THATINCREASED 
AT AN ESTIMATED DOLS2.2 BILLION BY THE END OF MARCH, 

4. MORE THAN EVERBEFORE, INDIA SEEMS DETERMINED TO PURSUE 
VIGOROUSLYITS ECONOMIC DEVELOPMENT PRIORTIES. THESE INCLUDE THE 
ATTAINMENT OF SELF-SUFFICIENCY IN ENERGY RESOURCES THE FULLER 
EXPLOITATION OF ITS MINERAL RESOURCES, IN DEPTH EXPANSION OF THE 
PRODUCEGOODS INDUSTRIES AND, MOST IMPORTANTLY IN THE INDIAN 

CONTEXT, THE ACHIEVEMENT OF AGRICULTURAL PRODU CTIONADEQU ATE ENOUGHTO 
MEET ITS GROWING DOMESTIC REQUIREMENTS. IN SUPPORT OF THESE 
OBJECTIVES, THE GOVERNMENT'S RECENTLY ANNOUNCEDBUDGET FOR1976-77 AT .1.0 
WS FOR RECORD ALLOC ATIONSTO PRIORITYSECTORS OF THE COSTS. 

5. ON THE DOMESTIC INVESTMENT SIDE.THEGOVERNMENT IS CONTINUING A 
TIGHT CREDIT POLICY TO KEEP INFLATION UNDER CONTROL. TO ENCOURAGE 
INCREASED INDUSTRIAL PRODUCTION, THE GOVERNMENT WILL PROVIDE 
INCENTIVES THAT INCLUDE THE ASSURANCE OF THE AVAILABILITY OF RAW 
MATERIALS AND ADEQUATE POWER, GREATER ACCESSIBILITY TO IMPORT 
LICENSES FOREXPORT -ORIENTED INDUSTRIES AND 

OTHER HIGH PRIORITYINDUSTRIAL PROJECTS, AND SOME RELAXATION OF 
PRICE CONTROLS/EXCISE TAXES FOR THOSE INDUSTRIES POSSESSING 
CONSIDERABLE UNUTILIZED PRODUCTIVE CAPACITY, SUCH AS THE 
TEXTILE INDUSTRY. 

6. U.S. EXPORTS UP - U.S. EXPORTS TO INDIATOTALED NEARLY DOLS1.3MILLI 
ON IN 1975 A 70 PERCENT INCREASE OVER 1974.LIKEWISE, U.S. SHARE OF 
INDIA'S TOTAL IMPORTS WERE 

18 PECENT TO 21 PERCENT 
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OVER THE SAME PERID. IN TERMS OF VALUE, US AGRTC1 II ,TI IR AT EXPORTS TOOK 
THEM AS 

SHARE WITH DOLS7.8 BILION (DOLS611KN) 

IT FOR WHEAT ET EL, OR APPROXIMAEL Y 5 8PERCENTOF ALL US EXPORTSTOINDIA 
IN 1975, OTHER MAJOR PRODUCT EXPORTS.IN DESCREASING TRADE 
OF VALUE WERE INDUSRIAL MACHINEY.FERTILIZERS AND CHEMICALS. 

FOR 1976, TOTAL US EXPORTS TO INDIA COULD GO AS HIGH AS DOLS1.5 

BILLION. CURRENT INDICATIONS SHOW THAT THE TOTAL VALUE OFUS AGRICULTUR 
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AL EXPORTS WILL DECREASE SLIGHTY -TO ABOUT DOLS658BILION - WHEREAS HI 
GH TECHNOLOGY MACHINEY, EQUIPMENT AND 
SERVICES WILL INCREASE. 

7 . PROMISING MARKETS- PRODUCT CATEGORIES OFFERING GOOD SALES 
POTENTIALINCLUDE THE FULL RANGE OF OFF-SHORE OIL EXPLORATION/ 

DRTI ,1 .TNG/PR OPT TCTTONM ACHINF.R Y AND EQUIPMENT, SUPER-THERMAL POWER 
PLANT MACHINERY AND EQUIPMENT. MINING MACHINERY AND ORE 
POCESSING EQUIPMENT, SOPHISTICATED ELECRONICS/COMMUNICATIONSEQUIPMENT 
, SCIENTIFIC, INDUSTRIAL AND MEDICAL INSTRUMENTS, 

LATHE PROCESSING AND FINISHING MACHINERY, AND SELECTED, HIGH-TECHNOL 
OGY PUMPS, VALVES AND COMPRESSORS.U.S. AGRICULTURAL 
EXPORTS TO INDIA ON COMMERCIAL TERMS WILL, OF COURSE, CONTINUE 
TO BE THE SINGLE, MOST IMPORTANT PRODUCT EXPORT. BUT AS A 
PERCENTAGE OF TOTEL US EXPORTS TO INDIA, WILL POBABLY SLOWLY DECREASE- 
BARRING ANY UNFORESEEN WEATHER CALAMITIES. AS INDIA 
SLOWLY INCREASES ITS PRODUCTIVE CAPACITY IN FERTILIZERS AND 
CHEMICALS.THESE TWO PRODUCT CATEGORIES ARE ALSO LIKELYTO BECOME RELAT 
IVELY LESS IMPORTANT. PROSPECTS OF SIGNIFICANTUS EXPORTS OF RAILROAD E 
QUIPMENT AGAINST IDA LINES OF CEDIT 

REMAIN GOOD. PROVIDED THAT US SUPPLIERS RESPOND SERIOUSLY TO BID 
NOTIFICATIONS. 

8. IN ADDITION TOTHE SUPERIOR TECHNOLOGICAL FEATURES AND GENERAL PRIC 
E 

COMPETITIVENESS OF THE PRODUCT CATERORIES MENTIONED ABOVE, SEVERAL 
FACTORS HAVE COMBINED THAT OFFERBETTERTHAN- AVERAGE POSPECTSFOR U.S. S 
UPPLIES:A) THE OIL AND NATURAL GAS COMMISSION UONGCL. 

A PUBLIC SECTOR ENTERPRISE, HAS BEEN GIVEN VITUAL CARTE BLANCHE 
TO EXPLORE AND DEVELOP INDIA'S OFF-SHORE OIL DEPOSITS AS RPAIDLY 
AS POSSIBLE. HIS WILL NECESSARILY ENTAIL SIZEABLE ALLOCATIONS OF 
FREE FOREIGN EXCHANGE; B)THE DOS638 MILLION IRANIAN-FINANCED 
KUDREMUKH IRONORE POJECT WILL SOON BE GETTING UNDERWAY, WITH A 
GOOD POSSIBILITY THAT US FIRMS WILL BE AMONG THE PRIME CONRACTORS 
AND MAJOR SUPPLIERS FOR THE PROJECT'S IMPORT REQUIREMENTS WHICHARE E 
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STIMATED ADOLS300 MILLION; C) COAL INDIA LIMITED (IIL),ANOTHERPUBLIC 
SECO ENTERPRISE, IS SERIOUSLY IN THE MAKE FORSOPHISTICATED HARDROCK M 
INING WINDERS, BELTING EQUIPMENT, COALCUTTERS, LOADERS, HYDRAULIC PRO 
PS, DRAGLINES, FLAME-PROOF 

ELECTRICAL EQUIPMENT AND MINE SAFETY EQUIPMENT MOST OF WHICH 
WILL HAVE TO BE IMPORTEDOR MANUFACTURED UNDER LICENSE; AND FINALLY E) 
THE PROSPECTS FOR THEOHER PODUCT CATEGORIES MENTIONED IN THE ABOVE P 
ARAGRAPH ARE GOOD 

BECAUSE THEY FIGURE PROMINANTLY IN THOSE INDUSIAL DEVELOPMENT 
PROJECTS TO WHICH THE GOVERNMENTHAS ATTACHED A VERY HIRH PRIORITY. 

ONE IMPORTANT CONSTRAINT, WHEREA PROJECT IS NOT FINANCED BY AN 
INTERNATIONAL INSTITUTION, WILL BE THE LACK OF AVAILABILITY OFCOMMERC 
IAL OR U.S. GOVERNMENT FINANCING. IT IS HERE THAT OTHER 
FOREIGN COMPETITORS ARE FREQUENTLY AT AN ADVANTAGE VIS-A-VISTHEU.S. 
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9. MAJOR IMPORTERS - GOVERNMENT PUBLIC SECTOR ENTERPRISES SUCH AS THE 
TRADING CORPORATION(STC), THE MINERALS AND METALSTRADINGCORPORATION(M 
MTC, HEOIL AND NATUAL GAS COMMISSION (ONGI).COAL INDIA LIMITED (CIL), 

THE KUDREMUKH IRON ORE COMPANY LIMITED! KIOCL), POST AND TELEPRAPH DE 
PARTMENT, THE ELECTRONICS TRADE 

AND ECHNOLOGY DEVELOPMENT CORPORATIONOF INDIA (ETTDC) AND HESAXBEBT# 

NOTE BY OC/T: NEW DELHI 6268 (SEC 1 OF 2) #AS RECEIVED FINAL SENTENCE 
OF TEXT. CORRECTION TO FOLLOW. 
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ACTION NEA-10 

INFO OCT-01 ISO-OO SP-02 USIA-15 AID-05 EB-07 NSC-05 

CIEP-02 TRSE-00 SS-15 STR-04 OMB-01 CEA-01 CIAE-00 

COME-OO FRB-01 INR-07 NSAE-00 XMB-04 OPIC-06 LAB-04 

SIL-01 L-03 H-02 PA-02 PRS-01 AGR-10 NEAE-00 /109W 

072774 

R 291217Z APR 76 
FM AMEMBASSY NEW DELHI 
TO SECSTATE WASHDC PRIORITY 5613 
INFO AMCTNSUL BOMBAY 
AMCONSUL CALCUTTA 
AMCONSU MADRAS 

UNCLAS SECTION 2 OF 2 NEW DELHI 6268 

COU II OF SCIENTIFIC AND INDUSTRIAL RESEARCH (CSIR) A BANCH 
OF THE DEPARTMENTOF SCIENCE AND TECHNOLOGY - ARE FAST BECOMINGTHE MAJ 
OR BUYERS/DISTRIBUTORS AND/OREND-USERS OF IMPORTED RAW 
MATERIALS, MACHINERY AND EQUIPMENT.THEPRIVATE SECTOR.HOWEVER, 

STILL PLAYS AN IMPORTANT ROLE IN THIS AREA.IN EITHER CASE AND THE EXP 
RESSED PREFERENCESOF PUBLIC OFFICIALS TO THE 

CONTRARY, US FIRMS THAT HAVE HAD EXPERIENCE IN INDIA ARE UNIFORMLY AGR 
EED THAT COMPETENT LOCAL AGENTS ARE INDISPENSABLE IN FOLLOWING UP 
BUSINESS LEADS. THEY HAVE BEEN USEFUL IN REPORTING AND NEGOTIATING 
ON TRADE OPPORTUNITIES, AND IN FOLLOWING UP WITH IMPORT LICENSING 
AUTHORITIES. MORE THAN 2000 U.S. FIRMS MAINTAIN AGENCY REPESENTATION 
IN INDIA. 

10. ROLE OFFOREIGN INVESTMENT - IN 1973, THE GOVERNMENTENACTED 
THE FOREIGN EXCHANGE REGULATION ACT (FERA), WHICH ATTEMPTS TO 
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DEFINE THE ROLE FOREIGN INVESTMENT WILL PLAY IN INDIA. THAT ROLE IS 
STILL BEING DEFINED AND WILL TAKE SOME TIME TO CRYSTLIZE.BUT 
ONE MESSAGE IS CLEAR FOR PROSPECTIVE NEW FOREIGN INVESTMENT.ONLY EQUI 
TY INVESTMENT THAT INVOLVES A SUBSTANTIAL ESPTR#COMMITMENT AND/OR THE 
TANSFER OF NEEDED HIGH TECHNOLOGY INPRIORITYSECTOR INDUSTRIES WILL B 
E GIVEN SERIOUS CONSIDERATION. 

1 1. IN APRIL, THE GOVERNMENT INTRODUCED FURTHER. AND PERHAPS 
UNCLASSIFIED 
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SIGNIFICANT. AMENDMENTS TO THE FERA GUIDELINES, THATAPPLY TO 
BOTH EXISTING AS WELL AS PROSPECTIVE NEW FOREIGNINVESTMENTS. THE 
GUIDELINES, AS AMENDED, TAKE A MORE REALISTIC ACCOUNT OF THE 
COMPLEXITIES OF FOREIGN EQUITY INVESTMENTS AND THEIR RELATIVE 
CONTRIBUIONS TO THE ECONTMIC DEVELOPMENT PRIORITIES OF THE COUNTRY. 
BRIEFLY, THE AMENDMENTS NOW ALLOW FOREIGN FIRMSTO RETAIN 100 
PERCENT EQUITY, IF THEY EXPORT 100 PERCENT OF THEIR PRODUCTION. 

IF 75 PERCENT OF THE FOREIGN FIRMS PRODUCTION IS EITHER EXPORTED 
OR NEEDED HIGH TECHNOLOGY PRODUCTS, THEYWILL BE ALLOWED TORETAIN 
UP TO 74 PERCENT EQUITY. FOREIGN FIRMS WHOSE PRODUCTION OF 
REQUIRED HIGH TECHNOLOGY PRODUCTS ACCOUNTS FOR AT LEAST 60 PERCENT 
OF TOTAL PROEU CTION WILL BE ALLOWED TO RETAIN 51 PERCENT EQUIS -PROVI 
DED THEY ALSO ASSUME A 10 PERCENT EXPORT COMMITMENT. A 
51 EQUITY RETENTION WILL ALSO BE PERMITTED FOR THOSE FIRMS WHOSE 
EXPORTS ACCOUNT FOR 40 PERCENT OF THEIR TOTALTURNOVER.IF NONE OF THES 
E CONDITIONS CAN BE MET, A MAXIMUM OF 0#PERCENT 
EQUITY WILL 

BE ALLOWED - IN THE CASE OF EXISTING FOREIGN PRIVATE 

INVESTMENT. THE GOVERNMENT IS NOT LIKELY TO ENTERTAIN NEW 

FOREIGN INVESTMENT PROPOSALS THAT DO NOT MEET THESE CRITERIA. THE 

NEW FERA GUIDELINES WILLNOT APPLY TO FOREIGN DRUG AND PHARMACEUTICALF 

IMS. 

12. THE POTENTIAL PRIVATE INVESTORSHOULD ALSO BE AWARE THATTHERE ARE 
FREQUENTLY AS TIME-CONSUMING, BUREAUCRATIC OBSTACLES THAT WILL 
CONFTN HIM, DESPITE THE BES EFSTRTS OF THE GOVERNMENTSPOLICYMAKERS AN 
D MID-LEVEL DECISION MAKES TO CREATE AN ATTRACTIVE 

FOREIGN INVESTMENT CLIMATE IN SELECTEDPRIORITY SECTORS . THESEOBSTACLES 
ASIDE, INDIA OFFERS THE FOREIGN INVESTA POTENTIALLYLARGEAND GROWINGM 
ARKE, WELL DEVELOPED INFRASTRUCTURE, EXTENSIVE 
NAURAL RESOURCES, ESPECIALLS MINERALS, AN ESABLISHED DOMESTIC 
CAPIA MARKE, COMPETENT MANAGERS AND PLENTIFUL SKILLED LABOR 
AT RELAIVELY LOW WAGES. 

13. AREAS OF POSSIBLESTREIGN INVESTMENT - SOMEOF THE MOREPROMISI R AE 
AS OF NEW FOREIGN INVESTMENT INCLUDE: A OFF-SHOREOIL MACHINERY ANDEQU 
IPMENT UE) SHIP AN CILLI ARIES C) SPECIAL STEF.I.SWN D) 

ELECTRNIC COMPONE S AND EQUIPMENT, E) INDUSTRIAL INSTUMENTS -INDICATI 
NG ECORDING AND REGULAI G DEVICES FOR PRESSURE.TEMPERATURE, FLOW.WEG 
HS AND LEVELS F SCIENTIFIC INSUME S G) NITROLENOUS FERTILIZERS, USIN 
G COAL AS FEED STOCK AND PHOSPHATIC 
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FERTILIZERS,!!) SYNTHETIC RESINS AND PLASTICS, I) MAN-MADE FIBRES,!) I 
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NSECTICIDES, FUNGICIDES AND WEEDICIDES, K) PLATE GLASS A DL) (CERAMIC 
S) REFRACTIES. 

14. STATUS OF U.S. PRIVATE INVESTMENT - THE PROFIT ECORD OF U.S.KIRIV 
ATE INVESMENTS IN INDIA INDICATES THAT A COMPANY WILLING 
TO OPERATE WITHIN THE FERA GUIDELINES IAN DO WELL. HE NUMBER OF 
U.S. -INDIA JOINT COLLABORATIO S PARTICULARLY LICENSI L A R A N G I I VI L NTS .CO 
NINUES TO RISE ALTHOUGH OST ARE SMALL AND HE CALUE TF U.S. 

EQUIY INVESTMENT IN INDIA ENAINS IONSTANT. AT HE ENEOS 1974,THERE WER 
E 400 JOINT IOLLABORAIO S, OF WHICH ABOUT 120 INVOLVED 
EQUIY PARTICIPATION TOTAING DOLS351 MILLION AT EOK VALUE. DURING 
-77, THE GOVERNMENAIIVED AN ADDITIO A 38UAMS.-INDIA JOI COLABORATIONS 
N OF AHICH 73 INVOLVED EQUITS TOTALING APPROXIMATELSDOLS 1 .3 MILLION I 
N NEW INVESTMEN S .S AXBE 

NOTE BY OC/T: NEW DELHI 6268 (SEC 2 OF 2) #TEXT AS RECEIVED. 

CORRECTION TO FOLLOW. 

UNCLASSIFIED 
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